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EDITORIAL DEPARTMENT NOTE 


The Second Revenue Act of 1940 has been characterized 
as an “incomprehensible mess.” Its provisions are un- 
doubtedly most complicated and their application to the 
individual company most difficult. But sooner or later 
(and probably sooner), every accountant charged with 
the preparation of the tax returns for his company will 
need to tackle the problem of appiying the new law and 
regulations to determine the tax liability of his company. 
Because of various elective provisions in the law and be- 
cause certain actions taken before the end of 1940 may 
have the result of reducing tax liability, there is no time 
to lose in becoming acquainted with the provisions of the 
new law and determining their effect on the taxable 
income of your company. The present article is addressed 
to the company accountant and outlines in a clear and 
comprehensive way the procedures to be followed and 
working papers to be prepared in analyzing the effect of 
this law on the tax liability of a corporation. 

Harry E. Howell, the author of this article, is well 
known to many N. A. C, A. members who have heard 
him speak at conventions, chapter meetings or regional 
conferences, or have met him on the occasion of his visit 
to their chapters. Mr. Howell is Controller of the Grin- 
nell Co., Inc., of Providence and in addition is a part- 
ner in the public accounting firm of Howell and Rison. 
In addition to his accounting training, obtained in this 
country and in England, Mr. Howell holds the LL.B. 
degree from Northeastern University and is a member 
of the Massachusetts bar. This combination of industrial 
accounting, public accounting and legal training and 
experience makes Mr. Howell especially well qualified 
to discuss the new tax law. In addition to his other 
interests, Mr. Howell has been very active in N. A.C. A 
since joining the Association in 1924. He has served as 
President of the Providence Chapter, as a member of the 
National Board, as a member of the Program Commit- 
tee and speaker at the St. Louis Convention, and is at 
present serving as National Vice President. 





Articles published in the Bulletin present many differ- 
ent viewpoints. In publishing them the Association is 
not sponsoring the views expressed, but is endeavoring 
to provide for its members material which will be helpful 
and stimulating. Constructive comments are welcomed 
and will be published in the Forum Section of the Bul- 
letin. 
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COST ACCOUNTANTS 
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THE EFFECT OF THE NEW EXCESS PROFITS TAX 
ON PREPARATION OF 1940 CORPORATE INCOME 
TAX RETURNS 


By Harry E. Howell, Controller, 
Grinnell Co., Inc., Providence, R. I. 


- THIS paper no attempt is made to discuss each section of 

Title II of the Second Revenue Act of 1940, or to go into detail 
regarding those complications arising out of reorganizations, tax 
free exchanges and the way in which predecessor corporations are 
taken into the computations (Secs. 740 to 752), which fortunately 
are not an everyday problem confronting the corporation ac- 
countant. In the main, the provisions of the law as it will apply 
to the ordinary domestic corporation are not difficult, but delay 
in commencing the working papers and making trial computations 
may be costly. 

It is not safe to assume that this work may be done after the 
books are closed for the year and work is commenced on the nor- 
mal income tax returns, because trial computations made now 
may indicate certain steps that may be taken before the close of 
the taxable year which will diminish the excess profits tax for 
1940, for 1941, or both. Neither is it safe to assume that this 
law will be repealed early in 1941. It appears more likely that if 
there is any amendment to the Act as it affects 1940 income it 
will be in the nature of clarification of certain provisions. 

It is recommended, therefore, that the work sheets be started 
immediately and that they be designed to show each provision of 
the law so that there is no danger of hastily deciding to omit an 
item of adjustment because offhand a transaction of the particular 
type is not recalled. To illustrate: Even though a concern has no 
AAA refunds or interest, it is recommended that the work sheet 
show this item and the notation made alongside of “none.” 

I have been obliged to condense the exhibits and to omit the 
money columns in order to show them in this article, and the com- 
ment is designed merely to high-light certain points in regard to 
each schedule rather than to describe it in detail. 

At the time this paper was written the Regulations had not been 
issued and it is not clear exactly how some provisions of the law 


415 








N. A. C. A. Bulletin December 15, 1940 





will be interpreted. In filling in the work sheets reference to the 
law and the Regulations must be made. 


ILLUSTRATION No. 1 
A.B.C. INCORPORATED 


Providence, R. I. 
Incorporated in Delaware Date: Jan. 1, 1930. 
Books kept on Calendar Year basis, 
Index 

General Comment 
Federal Capital Stock Tax 
Declared Value Excess Profits Tax 
Section 102 Tax 
Normal Tax 
Excess Profits Tax: 

Procedure 


Computation of Invested Capital Ex. 1 
Adjustment of Normal Tax Net Income Ex. 2 
Determination of Tax Ex. 3 
Computation of Base Period Earnings Ex. 4 
Adjustment of Normal Tax Net Income Ex. § 
Determination of Tax Ex. 6 


Hardship Provision 

Consolidated Returns 

Section 124 Amortization Deduction 
Tax Revision Recommendations 


Illustration No. 1 


The working papers are those of a domestic corporation as the 
excess profits tax does mot apply to individuals or partnerships, 
the current surtax rates evidently being deemed adequate for the 
present. 

Because this corporation was in existence ,before January 1, 
1940, it is permitted to elect either the average earnings or 
the invested capital method of determining the excess profits tax 
credit. This election is made by the corporation in its return for 
the taxable year, and it may change the method in a subsequent 
year. 

Note, however, that the return must be filed on the prescribed 
date; otherwise the election is lost and the credit must be com- 
puted under the invested capital method. 

In passing it might be noted that there are a number of different 
types of companies exempted from the law or specifically treated, 
among which are personal holding companies (I.R.C. 501) (Sec. 
727), and that personal service corporations are given an optional 


has 
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exemption either to have the corporation pay the excess profits 
tax or to have the excess profits net income, whether it is dis- 
tributed or not, prorated and taxed to shareholders (Sec. 725), 
and that special rules apply to corporations engaged in the mining 
of strategic metals (Sec. 731). 

ILLUSTRATION No. 2 

FEDERAL CAPITAL STOCK TAX 

T.R.C. Secs. 1200, 1207 

Vatue “as declared” for declaration year “Adjusted declared value” there- 
after 
Rate: $1.10 for each $1,000. 
($1.00 Sec. 1200(a) plus 10% (c)). 

Period: for year ending June 30. 


Method: Estimate earnings for period; multiply by 10 so as to exempt, 
if possible, all expected earnings. 
$1.10 of capital stock tax will save $6.60 in declared value excess 
profits taxes. 


Illustration No. 2 


This tax remains unchanged and will probably not be repealed 
until some other way of producing $158,000,000 of revenue is 
established. 

ILLUSTRATION No. 3 
DECLARED VALUE EXCESS PROFITS TAX 
Internal Revenue Code Sec. 600 


Net Income up To 10% or Any. DecLARED VALUE O% 
e _ Anove 10% “ “ - ” 6.6% 
To 15% 
“ “ a ABOVE 15% “ “oo “oe o 13.2% 


(plus 10% to totals thus computed for defense tax) 





SU ID, 3 a. coils. ia alk eee eee aid akon ial a eee A eke $50,000 
Value of Capital Stock as declared in return for year 

CN TE GF. b.diik cnc scctrengsssuccsddaduesecemens $400,000 
Pe rem n  enea nes Mint 40,000 
Dividends received credit (85% of total, provided not in 

excess of 85% of adjusted net income)............... 850 40,850 
Amount subject to declared value excess profits tax...... $ 9,150 
Ree Se Te | iin. 46 0.4 000k onsen 5eneseeses $ 9,150 
pe SOO ee errr ee 


Illustration No. 3 

No change is made in the old Excess Profits Tax except to 
change its name to Declared Value Excess-Profits Tax. Its chief 
purpose seems to be to complement the Federal Capital Stock Tax 
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so that a heavy premium is placed upon the declaration of a value 
for the capital stock in excess of ten times the expected earnings. 


ILLUSTRATION No. 4 


SURTAX ON IMPROPERLY ACCUMULATED SURPLUS 
Section 102. (IRC) 
This remains unchanged 
First 100M of income improperly retained...............0.eeeeeee: 27.5% 
Ge GRE TE han oh adadeccan ies cenenkdednestbvesekescsseuscccsss ee 


Note: Under Sec. 711(a) (1) (A)—such a tax is not permitted to be 
deducted from Normal Tax Net Income to arrive at Excess Profits Net 


Income. 


Illustration No. 4 

It appears likely that now the undistributed profits tax is com- 
pletely eliminated and individual surtax rates have been increased, 
that Section 102 will be actively employed against corporations 
which accumulate earnings beyond the reasonable needs of the 
business. However, it is difficult to see how arbitrary percentages 
can be used to determine how much is or is not improperly held, 
and a proper work sheet showing the application of the retained 
amount for the necessary operation of the business should help 
materially in preventing assessment under this section. 

ILLusTRATION No. 5 
CORPORATE NORMAL INCOME TAX 


Corporations earning $25,000 or less: 
be 
Normal Temporary Total Normal 


Brackets Rate Defense Tax Tax Rate 
First 5M 13.5% 1.35% 14.85% 
Next 15M 15.0% 1.50% 16.50% 
Next 5M 17.0% 1.70% 18.70% 
Corporations earning slightly over $25,000 and up to $38,565.89: 

First 5M 13.5% 1.9 % 15.4 % 
Next 15M 15.0% 1.9 % 16.9 % 
Next 5M 17.0% 1.9 % 18.9 % 
Next 

$13,565.89 35. % 1.9 % 36.9 % 


Corporations earning in excess of $38,565.89: 
22.10% 19 % 24.0 % 
Illustration No. 5 
The corporation’s normal income tax is figured in the usual 
way. Note that the base rates in the 1939 Act were increased 10 
per cent by the temporary defense tax (1I.R.C. Sec. 15) (Defense 
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Tax for five years), and then 3.1 per cent by the Second Revenue 
Act of 1940. The 10 per cent does not apply to this last increase 
so the 24 per cent rate is made up of the 





Revenue Act 1939 Base Rate..............-e000- 19. % 
Pisst Revenue Act 1960.......cccccccscces 10% 1.9% 
Second Revenue Act 1940................ 3.1% 3.1% 

24. % 


ILLUSTRATION No. 6 
EXCESS PROFITS TAX PROCEDURE 
1. Examine pending claims for refund and for deficiencies for open years 
in light of effect on 1940 tax base. 


2. Compute Invested Capital (Sec. 714-720) “the average invested capital 
for the taxable year”. 

3. Compute the average base period net income (Sec. 711 b). 

4. Compute Normal Tax Net Income, normal tax, and declared value 
excess profits tax. 

5. Adjust the normal tax net income to arrive at Excess Profits Net In- 


come under “invested capital” method, (Sec. 711 (a) 2 and 3). No 


Excess Profits return required if result is less than $5,000. 

6. Adjust normal tax net income to Excess Profits Net Income under 
“average earnings” method (Sec. 711 (a) 1). 

7. Compute Excess Profits CREDIT based on “invested capital” (Sec. 714) 
and Adjust Excess Profits Net Income (step 4) by Sec. 710 (b). 

a. Specific exemption $5,000. 
b. Excess Profits CREDIT (supra). 
c. Unused Excess Profits CREDIT. 

8. Compute Excess Profits CREDIT based on “average earnings” (Sec. 
713) and Adjust Excess Profits Net Income (step 5) by Sec. 710 (b), 
(as in step 7). 

9. Make return on 7 or 8 according to which produces LEAST Adjusted 
Excess Profits Net Income. 

10. Compute Excess Profits tax at rate of: 


First 20M 25% Next 150M 40% 
Next 30M- 30% Next 250M 45% 
Next 50M 35% All over 500M 50% 


Illustration No. 6 


Pending tax claims for refund or additional assessments: It 
is necessary to adjust the normal tax net income by the amounts 
involved in claims for refund or in additional assessments already 
filed after a careful analysis of them to see whether they are going 
to be finally determined in such a way as to affect the amount of 
tax originally paid. 

Where the claim for refund has been based on a disallowance of 
depreciation, it might be good judgment to drop the claim if the 
corporation is going to elect to use the average earnings option 
because by so doing the base period earnings would be increased ; 
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also, there would be that much more depreciation to take in the 
current taxable year, and further, if in a later year an election 
is made to use the invested capital basis the invested capital will be 
higher. 

However, claims for refund from uninsured losses resulting 
from demolition, abandonment, fire, storm, theft and casualty, 
will not affect the base period earnings if the refund is obtained; 
in other words, if the deduction is allowed, it will not reduce the 
base period earnings. 

It is not sufficient to examine the tax returns for the years from 
1936 to date. For the average earnings method it is necessary to 
go back to the books for each particular year in order to pick up 
the adjustments which will be discussed later. For the invested 
capital method it may be necessary to go many years back into the 
records in order to ascertain the money paid in and the value of the 
property paid in. Examination may show assets carried at nom- 
inal values such as unused plant, patents, trade-marks, etc. which 
may be restored to its cost basis under Sec. 113 I.R.C., etc. ; paid-in 
surplus may have been reduced by operating losses and should be 
restored, and evidence may be found of abnormalities which may 
be the basis for adjustment by the Commissioner under Sec. 722. 

A good deal of this work can be started immediately and cer- 
tainly the schedules which will produce base period earnings and 
the schedules which will produce invested capital at the beginning 
of the taxable year should be prepared without delay in order that 
full advantage may be taken of the provisions of the current law 
before the close of the taxable year 1940. 

Note that under step 5 it is possible for the normal tax net in- 
come to be under $5,000, and yet the corporation will be subject 
to the excess profits tax if the adjustments to that income bring 
the excess profits net income under the invested capital method to 
an amount in excess of $5,000. 


EXAMPLE: 
nn CR a i eles eae uae $4,500 
But: interest on borrowed capital deducted of................. 2,500 
For excess profits net income only 50% interest may be deducted. 
“EEN GEE Gikkccccecsseccs ote ceccccccccenccessscccccceces $4,500 
50% of interest on borrowed capital..............0cecccecccnees 1,250 
Excess Profits Net Income..............e00. Siawiees awhwe $5,750 
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Excess profits credit: 
Specific exemption $5,000 
8% on Equity Invested Capital 
8% on 50% borrowed invested capital 


ILLUSTRATION No. 7 
Exhibit 1 Schedule A 


COMPUTATION OF AVERAGE INVESTED CAPITAL AND 
ADJUSTMENT FOR INADMISSIBLES 


Sections 716 to 720 


Eguity INnvestep Capitat for any day of taxable year: 


Sum of 
Money previously paid in for stock, as paid-in sur- 
, GE GHEE GOITIIIOD nc ii cccccdcnccsccesecs $ 


1. Property previously paid in for stock, paid-in sur- 
plus, or capital contribution valued at unadjusted 
basis for determining loss on sale or exchange..... 
Distributions in stock or stock rights out of earnings 
or profits (except those of current year) and tax- 
ee 0 Qiks ch ckkateceusnkeetscneintesesene 
3. Statutory earned surplus and undivided profits at 


beginning of taxable year (deficit shown as zero).. 


N 


4. Increase on account of gain on tax-free liquidation $ $ 
Less 
5. “Withdrawals of capital” in prior years by distribu- 
tions not out of earnings and profits.............. $ 
6. “Withdrawals” made in taxable year out of begin- 
ning of year invested capital (i.e. not out of current 
earnings) Pr ree eT Ty ee Te ee Tere Te 
7. Earnings of another corporation which by reason 
of a nontaxable exchange are included in above 
OI ED ive ne ci ic4absnkesieheakebaekenmennt 
8. Reduction on account of loss on tax-free liquidation $ ~ 


Total equity invested capital...............-...005 
If no change from first of year no further calculation. If changes com- 
pute aggregate for each day of taxable year and divide by number of days 


in taxable year. 
Illustration No. 7 


This method must be employed : 

1. If the return is not filed on time. 

2. In computing whether the corporation’s excess profits net 

income exceeds $5,000, thus requiring it to file a return. 

3. Where the corporation had no earnings for the base period. 

The computation of equity invested capital, whether built up 
per this schedule, or computed by adjustments of book values on 
the first day of the taxable year, is required in order to find a com- 
parable true figure for the capital actually employed in obtaining 
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the income which is being taxed, thus requiring adjustments of the 
starting figure by capital additions, withdrawals or exclusions 
taking place during the taxable year. In many cases where the 
books have been accurately kept the capital accounts, the surplus 
accounts, and the surplus reserve accounts at the beginning of the 
taxable year will give the basic figure for equity invested capital 
without requiring a build-up of work sheets from the original 
transactions. 

Invested capital is composed of two parts; first, equity invested 
capital, and second, borrowed invested capital, which is 50 per 
cent of the corporation’s borrowed capital. The figure to be found 
is the average invested capital for the taxable year less inadmissi- 
ble assets. The law provides that this average shall be the ag- 
gregate of the daily invested capital for each day of the taxable 
year. 

The Commissioner is authorized to determine invested capital 
on other than the daily basis, but it appears that the daily compu- 
tations have to be made because any other method may only be 
used if it produces a figure differing by not more than $1,c0o from 
the invested capital on a daily basis. However, the eliminations 
going into both equity and borrowed invested capital are ordinarily 
such that the transactions affecting them will not be voluminous 
and it will not be too burdensome to figure their effect for the 
number of days. 


(1) No distinction is made in the law between tangible and in- 
tangible property and there are none of the provisions re- 
stricting valuation placed on goodwill and other intangible 
assets present in the 1918 Act. The test for the inclusion 
of the value of goodwill in invested capital seems to be 
that it became an asset of the corporation in exchange for 
its value in stock. Examination should be made of the 
goodwill account, particularly if it has been written down, 
to see if restoration can be made for inclusion in the in- 
vested capital basis. 

Taxable distribution in stock or stock rights: Stock dis- 
tributions increase invested capital by the amount which 
the recipient reported as income—that is the fair market 
value at the time of distribution. 


(2 


= 
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If the taxable stock distributions are made prior to the taxable 
year, they are added to the invested capital to the extent that they 
are considered distribution of earnings and profits. If made during 
the taxable year, this same thing is true if they are earnings and 
profits of prior years and not of the current year. 

However, in determining whether such a distribution came out 
of current earnings you do not have to figure the situation at 
the time the stock distribution is made but at the close of the 
taxable year and without reducing the current earnings by the 
amount of the excess profits tax. 

The fact that these distributions must be out of earnings and 
profits means that they are taxable to the recipient. If they are 
nontaxable stock dividends there is no change in the invested 
capital. 

Ordinarily items (2), (5) and (6) are already correctly em- 
bodied in the surplus and capital accounts as of the current date 
so that it may be unnecessary to reconstruct the transactions in 
detail. 

(3) The accumulated earnings and profits undistributed at the 
beginning of the taxable year are part of the invested cap- 
ital. However, if there is a deficit made up of accumu- 
lated losses at the beginning of the taxable year, this deficit 
will not be used as an offset against invested capital but is 
treated as zero, thus preserving the paid-in capital intact 
for purposes of computing the income exempt from excess 
profits. 


The effect, therefore, of declaring a dividend of $100,000 in 
December, 1940 instead of January, 1941, if the invested capital 
method is to be used, is to reduce the January I, 1941 surplus 
figure and thus expose $8,000 to excess profits taxes running as 
high as 50 per cent, so that the dividend may cost as much as 
$4,000, in taxes. A similar result will ensue in 1942 and there- 
after if the dividend is declared within sixty days of the close of 
the taxable year instead of thereafter because of an interesting 
provision in the law (Sec. 718 (c)(2)) for taxable years begin- 
ning after December 31, 1940, according to which dividends and 
other distributions made during the first sixty days of the taxable 
year will be deemed to have been made as of the last day of the 
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preceding taxable year—which seems to conform to the logic of 
the situation. 


(4) The inclusion in invested capital of gains on tax free liqui- 
dations, such as arise where the corporation has received 
property on complete liquidation of a subsidiary, is too 
detailed to discuss here and is covered in Sec. 718 (a) (5). 


From the total of the five additions discussed, certain deductions 
must be made: 


(5) Certain distributions in prior years which were not out of 
earnings and profits ; in other words, withdrawals of capital. 

(6) Distributions made in the taxable year out of the surplus 
on hand at the beginning of the year; in other words, not 
paid out of current earnings. Such withdrawals of capital 
start to count from the day they are made, so that, if prac- 
tical, they should be made as close to the end of the year 
as is possible. 

(7) Earnings and profits of other corporations. See I.R.C. 
Sec. 112 (b), (c), (d), (e). 

(8) Loss on tax free liquidation. See Section I.R.C. 112 
(b) (6). 


ILLUSTRATION No. 8 
Exhibit 1 Schedule B 
BORROWED INVESTED CAPITAL for any day of taxable year: 
Outstanding indebtedness : 

From Date Days Amount 50% Aggregate 
Bond Co eeeeesesresesessessessese 
Re ee ee eee re 
FR eS 
DEE ccencepadbesennenionce 
Certificate of indebtedness ....... 
DD csccuteahechannveenans 
gg Rr 
Foreign Government Advance Pay- 

GROTES ccccccccccececesececoese 


Divide by number days in taxable year...........cccecsecseccees 


Illustration No. 8 

Borrowed invested capital for any day of the taxable year 
determined as of the beginning of that day at an amount equal to 
50 per cent of the corporation’s borrowed capital for that day. 


Ss 
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Borrowed capital consists of outstanding indebtedness of the 
corporation evidenced by bonds, notes, bills of exchange, deben- 
tures, certificates of indenture, or deeds of trust and/or a special 
form of contract with a foreign government under which the ven- 
dor receives certain advance payments which have not been taken 
into gross income (See Sec. 719 (a) (2)). 

As under prior laws, there might be some tendency to convert 
equity invested capital into borrowed invested capital by replacing 
preferred stock with debenture bonds. While this will reduce in- 
vested capital because only half the borrowed capital is taken in, 
the interest on the bonds is deductible in full for normal tax pur- 
poses and the 50 per cent of this amount for excess profits tax 
purposes, while dividends are not deductible at all. However, 
such changes require the most careful calculation. 

sorrowings on open account are not recognized. Therefore 
conversion of accounts payable to notes payable might be consid- 
ered, although interest on the notes, if any, might be an offsetting 
factor. Open loans payable may be advantageously converted to 
notes payable. 

ILLUSTRATION No. 9 


Exhibit 1 Schedule C 
INADMISSIBLES : 
1. Stock in corporations (except foreign holding companies) $ 
2. Obligations of state, territory, political subdivision thereof, 
D. C., or corporations organized by Act of Congress as an 
instrumentality of U. S. and/or possessions, if interest ex- 
cluded in whole or part from normal tax net income...... $ 
7. anwaseuad AC CeCEEERV ELAS cheeRRND KOO SESE ReeSAOees $ 
ee. es Eon. <5 Ve ace censencénsaseeeadiebcenaeeseaneus $ 
Te DI: . cence ceccnadbsennseeceduceseeeinenwn % 
Equity invested capital Pt Se. .ccctetsnhonsthanienstates’ $ 
STOUNIOE TTOUINE GUE DOT Thi avec ca ccccccsccassccccenacs $ 
BE. cnnadackécéndedsbaseetedeslacstt ate aasosne $ 
ee Si a Gees OF BOON... dso si ccacccedecesncnncuncs $ 
in Gaeta i in ne didnn do cccinersvoeucenseeaiss $ 


Illustration No. 9 


As in the prior law, capital assets not used in the business to 
produce the income being taxed must be excluded and therefore 
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the invested capital is reduced by certain inadmissible assets; in 
fact, it is reduced in exactly the same proportion as total inadmissi- 
ble assets bear to the total of all assets. 

Inadmissible assets consist of stock in corporations, except stock 
in a personal holding company, obligations of a state, territory or 
any political district thereof, or the District of Columbia (these 
may be included in admissible assets), or a corporation organized 
under an Act of Congress if it is an instrumentality of the United 
States and/or its possessions, any part of the interest from which 
is excludible from gross income or allowable as a credit against 
net income. The corporation may replace its stock holdings in 
other corporations with bonds or obligations other than stock and 
it may convert its inadmissible assets into admissibles. 

If this is done, the interest on such bonds will be includible in 
excess profits net income, while dividends received on the stock 
thus replaced would not. 

If a corporation elects in its return for the taxable year to in- 
clude interest on inadmissible government obligations in its normal 
tax net income (and the election must cover all of them and not 
some of them), thus subjecting the entire amount of interest to 
excess profits tax (but not normal tax), then the amount of such 
investment is considered an ‘admissible’ asset. 

This election would seem to be advisable in many cases, as even 
a 50 per cent tax on the 2 per cent to 3 per cent interest would be 
less than the saving resulting from exempting 8 per cent on 50 
per cent of investment. 


ILLUSTRATION No. 10 
Exhibit 2 Schedule A 


ADJUSTED NORMAL TAX NET INCOME 
for year 1940 
for Invested Capital Method 


Norma Tax Net INCOME 
Add: 


1. 50% of interest on indebtedness included in daily 
amounts of bcrrowed capital ...........cceeesesees 
Long term Capital losses (Sec. 117)...........+-+. 
2. If elect to treat Government bonds as admissibles add 
back interest excluded from gross income or allowed 
as credit against net income.............eeeeeeeees 
Fete GD onc ccesdaccecasesesccecceceeses $ 
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Deduct: 

3. Federal Income taxes for taxable year 1940 (except 

Sh. Ch paca cnitiunne Sebabndathaaeanieaeseaniies4 $ 
4. The 15% balance of dividends received from domes- 
tic corporations and 100% of dividends of foreign 
corporations (unless personal holding companies) al- 
ready included in normal tax net income........... 
Long term Capital gains (Sec. 117)............... 
Any excess of gains over losses from sales or ex- 
changes of depreciable property held more than 18 
SRRNUE. a0 eakckeusncaanvecdRaeeitaceenaenectaanama 
Income from retirement or discharge of bonds out- 
standing more than 18 months.................0.5. 
Pat EE GUE TIE oo. x cc sctncccassiacssis 
Bad debt recoveries where deduction was allowable 
er Ol DE, DOs cnystandecnsseeeesesecnes 

EE CE 66 a8 646454600006kcn ee ckdenadakeedeaceues $ 


uw 


a Be eee $ 


Illustration No. 10 


The purpose of this schedule is to adjust the normal tax net in- 
come first by items, which the law heretofore has treated as dis- 
tinguishable from “current operating income,” and to conform it 
to the calculations used in getting the invested capital base. 


(1) Therefore, as only 50 per cent of borrowings is included 
in invested capital only 50 per cent of the interest may be 
deducted in arriving at excess profits net income. 

(2) If the election to treat Government bonds as admissibles 
is taken, the interest thereon must be added. 


Certain deductions from normal tax net income are allowed, 
the most important being the one which recognizes the fact that 
it is only out of net income after taxes that excess profits taxes can 
be paid. 

(3) Therefore, the Federal Capital Stock Tax, Declared Value 
Excess-Profits Tax, Normal Tax, and the Defense Tax, 
as well as the Undistributed Profits Tax in the years in 
which it applies may all be deducted, the sole exception be- 
ing the tax imposed under Section 102. 

(4) You will recall that in computing your normal tax net in- 
come you were obliged to pay tax on 15 per cent of the divi- 
dends received, but you are now permitted to deduct the 
imount thus included so that in arriving at excess profits 
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net income the dividends received from domestic corpora- 
tions are 100 per cent exempt. 


Also, for the invested capital method, but not for the income 
method, dividends of foreign corporations (other than personal 
holding companies) which were included in full in normal tax 
net income without credit, may be deducted. 

(5) It will be noted that the net gain on sales of depreciable 
property held for more than eighteen months may be de- 
ducted, this being the excess of gains over losses from such 
transactions. There is no provision requiring an adjust- 
ment to normal tax net income when the result of these 
transactions is a net loss, thus allowing such losses to be 
deducted from ordinary income. 

Ordinarily it made no difference to a corporation how long it 
held its capital assets, but as gains from the sale of capital assets 
held more than eighteen months are to be deducted in arriving at 
excess profits net income it would be an advantage, if it is prac- 
ticable, to postpone the realization of such gains until the asset 
has been held more than eighteen months. 


ILLUSTRATION No. 11 
Exhibit 3 Schedule A 
DETERMINATION OF EXCESS PROFITS 
TAX LIABILITY FOR 1940 
under Invested Capital method 


Normal tax net income for taxable year 1940........ $ 
Se ee GE Up cnuddaecesannseaédewncadenced $ 
IN RI: OE DOR so iis oc ctd adie dicen tnctans $ 
Average invested capital less adjustment for inadmissi- 
ee , Ma SU. TY 0-5 nb cachenenscdausteiniaanes SS 
Deduct: 
Excess profits credit (8% of above item)........... 
Specific exemption ($5,000.)..............cceeeees $ $ 
* 
Adjusted Excess Profits Net Income................. $ 
Excess Profits Tax: 
First $20,000. eee $ 
Next 30,000. cf Seer 
Next 50,000 |. ae 
Next 150,000. Serer reer 
Next 250,000. ff ea Se- 
Over 500,000.  -. 
Total excess profits tax by Invested Capital method... $ 


*A third credit will apply in some situations next 
year. (Sec. 710 (3)). 
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Illustration No. 11 


This schedule is self explanatory and should be compared with 
Exhibit 6. 
ILLUSTRATION No. 12 
Exhibit 4 Schedule A 
COMPUTATION OF EXCESS PROFITS CREDIT 
Under Income Method 


Adjustment of normal tax net income for years 1936-1939. (The pur- 
pose being to get a comparable base with normal tax net income for 1940 
as figured under present law.) 


(Also for 1937, 1938, 1939) 1936 
1., Normal Tax net income................ oveseseue easescee 
Possible adj. for pending claims for refunds, deficiencies, 
GE: ciataanseonnededenadlaseekabanencba cae4oenaas wanes $ 


Deduct: (thus reducing base figure) 


2. Emecees tunes Comceet Sat. BR)... cccccccccvceccessss. $ 
RA: GRE WB itd eniviciaddennavesnsear ean $ 
x 15% balance of dividends received credit (stock of domestic 
I, GND ibd heen ek hne6sncenbs an cdeccnnnsas ecbebs $ 
Excess of gains over losses on sales or exchange of de- 
preciable property held more than 18 months......... $ 
Income from retirement or discharge of bonds outstand- 
a ee es Te Nc . o veh ecawedcadedensccwe’ > 


Repayment of processing tax to vendees (amounts thus 
previously deducted as expense in given yr. adj. to 
Base Periop percentage of repayments to total col- 
a: ee. OL BE yy ere eer re $ 


Add: (thus increasing base figure) 


I. GE TNR ovis cc wacents sccneubwas cus $ 
Deductions previously allowed on account of retirement or 

discharge of bonds, etc. (Sec. 23(a))..........0000: $ 
4. Uncompensated- losses by fire, storm, theft, etc., casualty, 

demolition . . . loss of useful value.................. $ 
Abnormal deductions due payment of judgments, claims, 

| Terr rr err Pree Tere rrrrererrrrrerrerreriririr Te $ 
Certain abnormal drilling and development of oil and gas 

wells previously deducted (Sec. 711(b)(1)(H)...... $ 

Net Income Adjusted for use in base period average.... $ 


Illustration No. 12 


Average Earnings Method. Section 713 (b) (5). The use of 
the income method is not denied to corporations which were not in 
existence the full 48 months. For the period in which it was not 
in existence, for each taxable year of the 12 months beginning 
with the first year of the base period for which it was not in ex- 


429 








N. A. C. A. Bulletin December 15, 1940 





istence, it is allowed a “hypothetical” income based on 8 per cent 
of its invested capital, which income thus determined is added to 
the actual income for the ensuing years to arrive at the base period 
average. 


(1) In 1938, 1939 special class net income is used, which is the 
adjusted net income minus the credit for dividends re- 
ceived. Sec. 26 (b). 

Except tax under Sec. 102. Therefore it seems that the 

undistributed profits tax under the 1936 Act may be de- 

ducted and the five year defense tax (10 per cent) (I.R.C. 

Sec. 15) collected on all taxes including those under Sec- 

tion 102 would also seem to be deductible. 

(3) Note that no part of dividends received from foreign cor- 
porations is deductible. 

(4) Of particular interest to corporations in New England that 
suffered from the hurricane is the provision which says 
that in computing excess profits net income for any taxable 
year in the 1936 to 1939 base period, unusual losses arising 
from storm . . . demolition, . . . abandonment or loss 
of useful value of property . . . will not be allowed. This 
applies only to years in the base period, and the effect of 
it is to increase net income for that year by the amount 
which was then deducted, thus building a higher base for 
the excess profits tax credit (Sec. 711 (b) (1) (E). 


(2) 


_ 


ILLUSTRATION No. 13 
Exhibit 4 Schedule B 
COMPUTATION OF AVERAGE BASE PERIOD 
NET INCOME for Income method 
Ex1 Ex.2 Ex. 3 
(deficit 
$20,000 ) 
1936 Net income adjustment per Schedule A.. $ 50,000 $ 20,000 $20,000 
(deficit (deficit 
$50,000) $50,000) 


1937 Sn’. ceeebeceéeetni eeskaneneheued 80,000 zero zero 
1938 ON. gate epee eens ae ieines 100,000 40,000 40,000 
1939 Sy _abskescacanssnetarscaceseur 70,000 40,000 40,000 





$300,000 $100,000 $60,000 





Average base period net income (divide by 4)— 


(in no case less than zero)........eseeee% $ 75,000 $ 25,000 $15,000 
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Illustration No. 13 


If there is a net income after adjustment for each of the four 
years, the total is divided by four to obtain the average base period 
net income. If there is a year of a single deficit, the deficit is 
placed into the total at zero; in other words, it is not deducted. 
If there are two years of deficits, the larger one is placed in at 
zero, deduction not being made, but the smaller one is deducted, 
thus reducing the base. 

If there are losses for two successive years, it is desirable to 
get the maximum loss into a single year so as to reduce the aver- 
age earnings for the base period the least possible amount. 

Ninety-five per cent of the base period net income constitutes 
one of the excess profits tax credits. 


ILLUSTRATION No. 14 
Exhibit 4 Schedule C 


CAPITAL CHANGES DURING TAXABLE YEAR 1940 


for Income method 


Date Amount Days Aggregate 
*Capital additions during 1940 
Cash subscription paid in for new 
_ ft fee. 7-140 $100,000 183 $18,300,000 
*Capital reductions during 1940 
Dividends in excess of current yr. 


COUN dc vac ce ncinncederciesas 11-30-40 $20,000 31 $ 620,000 
$17,680,000 


Less capital invested in inadmissi- 
bles and thus excluded 
SE GE an: MONEE. oi. c6kss cckeuskes 10-140 $ 50,000 91 $ 4,550,000 
Similarly obligations described in 
Sec. .22(b)(4)(A)(B) or (C) 
1. AND the stock of domestic corps. 


PE cadence ceechenh ban $13,130,000 
ES eee eee $35,874.31 
8% allowed on net addition........ 2,869.94 


Nore: If a net capital reduction 
use rate of 6% 
*Nore: Does not apply to foreign corporations for which the excess 
profits credit is 95% of the base period net income. 


Illustration No. 14 

It would be inequitable to use the base period earnings alone 
without giving consideration to capital changes which occur dur- 
ing the taxable year and this schedule shows the way in which the 
additions and the deductions to capital, as well as the exclusion 
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of capital which arises when it is invested in inadmissibles, is com- 
puted. Each transaction counts on a weighted average basis for 
the number of days of the year in which it has had an effect. 

It is quite important to note that under Section 713 (c) (3) 
“borrowed capital” is not part of new capital for those who elect 
to use the 1936-1939 base period method. Therefore bond issues 
and bank borrowings do not increase capital and thus protect 
earnings from excess profits taxes. On the other hand, the in- 
terest on such borrowed capital is deductible in full. 

If the invested capital base is used, bond issues and bank bor- 
rowings do count as borrowed invested capital to the extent of 50 
per cent in arriving at the invested capital base; but in that situa- 
tion only 50 per cent of the interest thereon is deductible in com- 
puting excess profits net income. 


(1) Note that investments in the stock of domestic corporations 
operate to exclude that amount of capital from the base. 


ILLUSTRATION No. 15 
Exhibit 5 
ADJUSTED NORMAL TAX NET INCOME 


for year 1940 for Income method 


See, “EA Se Bonn dsc cdnsciencecacont oan $ 
Add: 

Ri De GND Sissi occcccencnccsseecaasnnenan $ 
Deduct: 

Federal Income taxes (except Sec. 102)............ 

Ss: Gen MOU... 05 hc sabe panckstaawbuses 


Excess gains over losses from sales or exchanges of 
depreciable property held more than 18 months...... 
Income from retirement or discharge of bonds, etc’.... 
AAA refunds and interest received...............5.- 
Bad debt recoveries where deduction was allowable to 
Dh: CM cctscnscaudiesens wensessdseanedeten 
The 15% balance of dividends received from domestic 
corps. reflected in normal tax net income.......... 


Excess profits net income for taxable year 1940.... $ 


Illustration No. 15 

The purpose of this schedule is to adjust the normal tax so that 
the items which the tax law treats specially because they are not 
“current operating items” are adjusted, and, further, so that the 
current year’s income may be conformed to the income as adjusted 
for the base period. 
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This exhibit should be compared with Exhibit No. 2 as there 
is a difference in the treatment of interest on indebtedness and of 
dividends received from foreign corporations which makes it neces- 
sary not only to figure Exhibit No. 1 and Exhibit No. 4, but also 
Exhibits No. 2 and No. 5 before one can determine whether to 
elect to report on the average earnings method or the invested 
capital method. 

ILLUSTRATION No. 16 
Exhibit 6 Schedule A 
DETERMINATION OF EXCESS PROFITS 
TAX LIABILITY FOR 1940 
Under Income Method 


Normal tax net income for taxable year 1940........ $ 
A, SOE TR © hk eke eceetincnssscbccutccunues $ 
Excess profits tax met imCome........ccccoscccceces $ 
Excess profit credit and exemption: 
95% of average base period income (Sched. 2).. $ 
Plus 8% of net capital addition during taxable year 
CEE DP hin cess cba scenseccaaysséiesasbedries $ 
OR 
Minus 6% of net capital reduction during taxable 
SE incadotncdeseneebkcedenecesadbusuesakenweds 
Plus specific exemption ($5,000)..............e..05- s $ 
*Adjusted excess profits net income...............65. $ 


Figure tax on graduated rates : 


Excess Profits Tax 


First $20,000. eee $ 
Next 30,000. cf Sar 
Next 50,000. f Sa ron 
‘Next 150,000. er 
Next 250,000. ree 
Over 500,000. fe 
Total excess profits tax by Income method.......... $ 


*A third credit will apply in some situations next 


year. (Sec. 710(3).) 


Illustration No. 16 

There is a third adjustment on Exhibit No. 3 and Exhibit No. 6 
whereby, in the next taxable year, any unused excess profits credit 
(in excess of the special $5,000 exemption) may be carried over 
and used by a corporation whose normal tax net income taxable 
for the year in question is not more than $25,000 (Sec. 710 
(b) (3)). 
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Note carefully that Exhibit No. 3 and Exhibit No. 6 must be 
completed in order to determine the most advantageous method to 
use because not only the base credit must be considered but the 
effect of the different method of arriving at adjusted excess profits 
net income in each case. 

It is quite possible that the credit computed on the invested 
capital basis would be larger than the credit computed on the in- 
come basis, but we must consider the fact that when adjusting 
normal tax net income by the invested capital method 50 per cent 
of the interest on indebtedness must be added back and 100 per 
cent of the dividends of foreign corporations deducted, and, also, 
other minor differences from the method used when adjusting 
normal tax net income under the income method, may well result 
in a larger excess profits net income subject to tax under the in- 
vested capital method. Where the situation is not obvious it is 
necessary to complete Exhibit No. 3 and Exhibit No. 6 to deter- 
mine which method is most advantageous to use. 

Possible Revisions 

The way in which the excess profits tax is graduated makes it 
advisable to stabilize earnings as much as possible, as violent fluc- 
tuations from one year to another may be very costly. Review 
of the accounting procedure used in the handling of installment 
sales, contracts requiring more than one year to complete or which 
are in process at the end of a taxable year may reveal ways of 
keeping earnings on a more even basis. 

It appears that a new revenue act will be passed early in 1941 
and tax rates will go higher. With this in mind there seems to be 
no incentive to postpone taking income onto the books in 1940, 
while there does seems to be reason for carrying forward to sub- 
sequent years expense items which may properly be deferred. 

While no one can prophesy what will be done by Congress in 
1941, it hardly seems likely that the 1940 Act will be repealed. 
It might possibly be amended to clarify certain points in regard 
to the hardship provisions, possibly to place a limit when the 
average earnings method is used restricting it to a maximum re- 
turn on the capital invested, and possibly some restrictions on 
the allowances for expenditures which are in excess of those 
reasonable and normal for the business. 
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It must be remembered that the whole purpose of the excess 
profits tax was to obtain additional revenue to at least partly pay 
for the defense program and to do it by taking a large share of 
profits which are expected to arise in all industry because of the 
impetus of the program itself. If there are any procedures which 
seriously cut into the anticipated revenue, such as might arise if 
heavy expense items in the form of bonuses, increased salaries, 
heavy advertising expenditures were indulged in, Congress might 
be expected to place a limit on the amount of such deductions. 

This situation has been recognized by the Canadian Government 
(the maximum total Dominion tax being 79.5 per cent) which in 
the present law has given power to the Minister to disallow deduc- 
tion of disbursements by the taxpayer which the Minister in his 
discretion may determine to be in excess of what is reasonable and 
normal for the business; and further to assess without regard to 
specious transactions or reorganizations which the Treasury 
Board has found to have no reasonable business purpose other 
than that of avoidance or minimization of taxation (Sec. 8 (b) of 
the Canadian Law). 

Likewise Sec. 710 and Sec. 752 of the United States Revenue 
Act, “the highest bracket method,” prevents a corporation from 
breaking up into several corporations and spreading the income 
into lower tax brackets. 


Hardship Provision 


As in the prior law, it was felt impossible to cover every situ- 
ation which might arise and a provision, similar in some respects 
only, to the special relief provision has been inserted in this law 
under Sections 721, 722, 723. 

These sections permit adjustment of the gross income for 
abnormalities such as may arise as from a claim, award, or judg- 
ment; an amount payable under a contract the performance of 
which requires more than 12 months; income from exploration, 
discovery, research, etc. extending more than twelve months; etc. 

These special relief sections are of vital importance and should 
be carefully studied. 

A report is expected to be made by the Treasury and Joint 
Committee on Internal Revenue Taxation giving more detail in 
regard to this important section and if we are to avoid the situa- 
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tions which arose under the 1918 Act under the broad discretion 
given the Commissioner in his use of so-called “comparatives,” this 
section will have to define this authority with more precision. 


Consolidated Returns 


At the urgent request of business, consolidated returns have 
been restored, but only for the purpose of excess profits tax and 
not for the purpose of normal tax. 

There are certain corporations exempted but, briefly, domestic 
corporations in an affiliated group, which is one connected through 
stock ownership with a common parent corporation, may file a 
consolidated return. An affiliated group is one where 95 per cent 
of each class of stock (non-voting preferred stock not included) is 
owned directly by one or more of the corporations in the group, 
or by the parent company. 

Before deciding that a consolidated return should be filed, trial 
computations should be made because if it is filed, it should be 
remembered that only $5,000 exemption is permitted to the group 
and there is no way of exercising the option to use the average 
earnings method for one company and the invested capital method 
for another. 

In Washington we were told that the reason consolidated returns 
were not permitted for normal tax was the difficulty in redrafting 
the law so as to cover certain evasion situations, so that it is 
possible that the 1941 Revenue Act will extend the privilege of 
making consolidated returns to normal tax.situations. Therefore, 
the trial computations that you make should take into consideration 
the possibilities which would arise if your election to file a con- 
solidated return for excess profits tax should make it necessary 
to file a consolidated return for normal tax. 

Note: Corporations with subsidiaries in Canada, Mexico, 
etc. should note Section 730(g) which provides a domestic corpo- 
ration owning 100 per cent of the capital stock of a corporation 

. organized under the laws of a contiguous foreign country and 
maintained solely for the purpose of complying with the laws 
of such country as to title and operation of property . . . may, 
at the option of the domestic corporation ... (be included in a 
consolidated return). 
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Amortization of Certified Emergency Facilities 

One of the problems raised by business concerns which were 
faced with the need of increasing facilities to handle defense orders 
was that of the way in which they would recover the cost of these 
capital assets. 

Experience with depreciation allowances was such that it was 
felt that in the first place the Internal Revenue Department would 
not permit them to be increased so that the cost could be recovered 
over the period during which the defense profits might be earned. 
While theoretically depreciation is computed on the difference 
in the remaining life at the beginning and end of the taxable 
period, and this remaining life might very well envisage completion 
of war contracts in a much shorter period than the potential life 
of the machine, nevertheless it was felt that endless argument 
would ensue. Further question arose when financing was being 
done by government agencies. Business particularly wanted to 
avoid controversy over the useful value at the end of the emergency 
period which caused so much difficulty under the prior war profits 
tax laws. 

The present action on the whole meets the recommendations 
made by business organizations. Its purposes is to enable a cor- 
poration which invests in facilities for purposes arising out of 
the national defense program to recover the cost of such facilities 
over a shorter period of time and, so far as possible, a period of 
time which runs concurrently with the income which is expected to 
afise from the defense program. The law is specific and quite 
clear. It is covered in Sections 301 and 302 of the Revenue Act, 
and Section 124 of the Internal Revenue Code. 

The provisions of the law apply to emergency facilities which 
are defined as any facility, land, building, machinery or equipment, 
or part thereof, the construction, reconstruction, erection, installa- 
tion of which was completed after June 10, 1940, or which was 
acquired after such date and with respect to which a certificate has 
been made. This “Certificate of Necessity” is granted by the Ad- 
visory Commission to the Council of National Defense and the 
Secretary of War; or the Advisory Commission to the Council of 
National Defense and the Secretary of the Navy. Such a certifi- 
cate has no effect unless it is made before 120 days after enact- 
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ment of the Second Revenue Act of 1940 (October 8, 1940, 
11 P.M., last day for filing February 5, 1941) or the beginning of 
such construction, reconstruction, erection, installation, or acqui- 
sitions. 

Capital additions to a certified facility not included in the 
original certificate may not be added to basis for amortization. 
If they are not certified separately they must be depreciated ; if 
they are, the taxpaying corporation may elect to depreciate or to 
amortize over 60 months. 

The emergency period begins June 10, 1940 and ends on the 
date on which the President proclaims that the utilization of a 
substantial portion of emergency facilities certified as necessary to 
national defense is no longer necessary in the interest of national 
defense. 

There are two elections involved by the corporation : 


1. It must elect to take the amortization deduction instead of 
the ordinary depreciation deduction, and 

2. It must decide whether it wants the 60 month amortization 
beginning with the month following the month in which the 
emergency facilities were completed or acquired, or with 
the succeeding taxable year. 


Ordinarily, the amortization deduction would be 1/6oth of the 
cost of the emergency facility, or in other words 20 per cent a year. 

The amortization deduction takes the place of the depreciation 
allowance, except in a rather technical situation where the adjusted 
basis of the cost for the emergency facility'upon which amortiza- 
tion is allowed is not the entire cost, in which case depreciation 
may be taken on the excess (Sec. 124 (g). 

The provision for certification seems to be reasunable and it is 
not to be assumed that in all cases amortization is preferable to 
depreciation and that it is wise to get all equipment which has 
some other use certified as an emergency facility. The rapid 
write-down of the asset does reduce the invested capital exemption 
and while it may reduce the income of the early years, later years 
will show much more profit, and with high tax years in prospect 
this may be costly. Furthermore, if a piece of equipment is not 
used because of falling off of defense work it can always be aban- 
doned or demolished and the undepreciated cost charged off. 
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Although the taxpayer may elect to take the amortization de- 
duction, he may discontinue it with regard to the remaining pe- 
riod at the beginning of any month specified by the taxpayer in a 
notice in writing filed with the commission before the beginning of 
such month. Ordinary depreciation deductions will then start im- 
mediately based on the adjusted basis cost of the facility which is 
the net remaining unamortized cost (Sec. 113 (b)). 

Taxpayers are protected should the defense program terminate 
before the 60-month period. The termination arises out of a 
proclamation by the President ending the emergency period, or 
the Secretary of War or Navy certifies as of a specific date that 
the emergency facilities ceased to be necessary. Where this hap- 
pens and the taxpayer elects to take advantage of the shortened 
period, the taxes for all taxable years during which the amortiza- 
tion has been taken shall be recomputed on the basis of the 
shorter period instead of the 60-month period. 

A comprehensive bulletin has been issued by the Treasury, 
War and Navy Departments—Advisory Commission to the Coun- 
cil of National Defense entitled: 


Notice of Procedure for Certification under Sec. 124 
IRC. (Title III, Sec. 302 of the Second Revenue Act of 
1940). 


It gives complete detail as to preparation of applications, place 
and time of filing, and interested corporations should procure it 
without delay. - 


Conclusion 


In conclusion, Congress, in my opinion, has attempted to write 
a fair and reasonable law and has given consideration to many of 
the requests of business men for revision. Many of the provi- 
sions complained about were placed on the statute books in the 
first place to prevent evasion by a very small minority. However, 
there are some matters of revision which might very well be writ- 
ten into the law with adequate safeguards against their being 
manipulated for tax evasion. In view of the fact that a new 
Revenue Act will undoubtedly be passed next year, thoughtful 
interest in taxes and the way in which the new revenue is to be 
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raised is the duty of every citizen who is competent to contribute 
to the subject. 

Among the matters of interest to corporation accountants are, 
first of all, the privilege of filing consolidated returns for corpora- 
tions for the computation of normal tax income; the problem in- 
volved in the double taxation of inter-corporate dividends ; the prob- 
lem arising from capital gains and losses ; the substitution of some 
other tax for the federal capital stock tax and the declared value 
excess-profits tax ; the extension of the loss carryover period from 
the next two succeeding years following the year of the loss to 
five years ; the extension for the date of filing Federal Income Tax 
returns to the 15th day of the fourth month following the close 
of the taxable year; the clarification of the rules and regulations 
governing the depreciation allowance and the elimination of retro- 
active adjustments, possibly by some form of a binding stipula- 
tion at the time facilities are acquired. 

Congress has been co-operative in meeting the recommenda- 
tions of business which tend to make the laws more equitable. 
Business will find it advantageous to assist in the writing of the 


new tax laws by offering suggestions that are in the public interest. 








‘ wv 
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